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INTRODUCTION 


Secretary Patricia Roberts Harris created a Task Force 
BOmsLuOVeoOULsC lL, NOL COsCaLOlina, Onehebruary. 9, 1979. At 
that time she pointed out that this freestanding new community 
was located in one of the poorest counties in the nation. 

She stated that chances for the success of Soul City rested 
Giatsuability to attract industry and jobs. 


So that Soul City would have the best chance for 


healthy development, she charged the Task Force with responsi- 
Baty. Or: 


l. Reviewing relevant current and future conditions 
which impact on the viability and success of Soul City. 


2. Estimating the number of jobs, land sales and 
housing starts needed on an annual basis to make Soul City 
viable. 


3. Identifying Federal and state agencies and programs 
which could be used to assist Soul City. 


4. Specifying private business entities that might * 
consider locating in or near Soul City. 


5. Creating a strategy which might include advertising 
Or economic incentives designed to encourage employers to 
Comemco..coul, City. 


6. Combining the results of this research into a 


series of specific recommendations to be used by Soul City's 
developers. 


In order to consider its response to these charges, the 
members of the Task Force held ten meetings between February 
and June 1979. The meetings included a visit to the Soul 
City site, where extensive interviews were conducted with 
the developer and his staff, with local officials and with 
officials and staff of ayencies af the State of North 
Carolina. 
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Technical staff of the New Community Development 
Corporation assisted the Task Force in assembling cash flow, 
market and other economic analyses prepared by the developer, 
by NCDC staff and by independent consultants. Past and 
present industrial employment, land sales and housing starts 
“were examined for the three-State market area of Soul City, 

the State of North Carolina, the five-county region, Warren 
County and the site itself. 


Estimates of future growth in these areas obtained from 
a number of sources also were examined. The uses, sources 
and amounts of Federal, state and local assistance to the 
project and to its surrounding area also were examined. 
Possible sources of Federal, state and local assistance to 
Soul City in the future were explored. 


Inquiries were made of State and local officials 
concerning the prospects for the location of industry in or 
near the Soul City site. 


Following these analyses and deliberations, the Task 
Force compiled a list of six optional courses of action 
which might be pursued in assisting Soul City to solve its 
urgent cash shortage and a continuing deficit created by 
insufficient land sales to cover operating expenses and debt 
service. (See "Alternatives" section of report.) 


As Task Force deliberations progressed, members of the 
group indicated growing support for an alternative approach 
of restructured debt that seemed to offer the best solution 
to Soul City's problems. 


At this point, AVCO Community Developers, Inc., a 
contractor hired to develop financial restructuring plans 
for other Title VII New Communities, was asked to undertake 
a study of Soul City. At the conclusion of its investigation, 
AVCO found the project was not viable and would not gain 
viability by any of the solutions proposed. Even if Soul 
City's debt was reduced to zero, there was no means by which 
the developer could pay operating expenses. 


Purther, the report concluded that substantial additional 
infusions of cash by HUD into Soul City would not improve 
the situation. : 
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As a result of its findings, AVCO Community 
Developers, Inc., presented three possible options. 
(See “Alternatives” section of report.) Task Force 
members closely questioned the consultant on his 
conclusions and his recommendations at two separate 
meetings. They accepted his analysis in principle. 


After studying the AVCO report and considering all 
the possible alternative approaches, the Task Force 
voted to make the following recommendations to the 
Secretary for her consideration: 


1. The Task Force accepts in principle the report 
by AVCO Community Developers, Inc., including the finding 
that, Soul City is not viable. 


2. At a meeting on April 27, 1979, the Task Force 
reached an informal consensus opposing foreclosure as a 
workout solution. In light of the AVCO report, it seems 
that foreclosure must be considered, but only as an option 
of last resort. 


3. The Task Force recommends that HUD move to 
acquire the property of the Soul City project with a deed 
in lieu of foreclosure as the preferred means. 


As indicated by the above recommendations, the goals 
set for Soul City at the time of its founding have not been 
achieved. The Task Force believes, however, that this in 
no way reflects adversely on the capability of the 
developer. Task Force members have been impressed with the 
developer's persistence in attempting to achieve his original 
goals. Overwhelming odds made the dream impossible to 
realize in the location selected and at the scale necessary 
for new town development. 


The following report to the Secretary provides: 
== Background history of Soul City 
-- Analysis of the project's current financial crisis 


-- Alternative approaches suggested by the Task Force 
and AYCO Community Developers, Inc. 


-- Recommendations to the Secretary from the Task Force. 
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.~- Appendices (including material previously 
prepares by the Task Force in response to the Secretary's 
charges, but not included in the final report because of 
lack of relevance to a finding of no viability) 


= +7 =F ae 


Seva NW, Faye. 


he ea --~ 
— » (eo. 


PROJECT HISTORY 


During the 1960's, Floyd B. McKissick, a nationally 
known attorney and civil rights activist, decided to 
create a minority-owned and managed new community 
development. He reasoned that long-term economic growth-- 
and particularly industrial growth--would occur along 
Interstate 85 between the Raleigh-Durham, North Carolina, 
industrial and research complex and the Richmond-Petersburg 
area in Virginia. He also reasoned that the traditionally 
economically depressed counties north of Raleigh would offer 
the best opportunity for capturing such growth. 


McKissick began acquiring land for Soul City in 
December 1968, when he purchased an option for about 1,800 
acres of dairy farm east of I-85 near Warrenton, North 
Carolina. In April 1969, McKissick submitted to HUD a 
"Proposal to Develop Soul City," a free-standing new town 
On a 2,000-acre site. The Soul City preliminary plan 
emphasized the creation of an urban environment in a rural 
setting. 


To assist in the planning process, McKissick created 
two entities which ultimately were funded by the Federal 
government. The first, The Soul City Foundation, a tax 
exempt public foundation, was established in March 1969 
to plan and develop social and human services for residents 
Of Soul City and the surrounding area. The second, The 
Warren Regional Planning Corporation, a non-profit entity, 
was incorporated in December 1969. Its initial functions 
were to develop a general land use plan for the new community 
and to study the impact of the proposed development on that 
portion of the state. 


Justification of the premise that a free-standing new 
town could develop sufficient economic base to become a 
self-sustaining community became a prime concern at this 
Stage of the planning and application review process. To 
address this issue, an economic base study for the proposed 
Soul City development was conducted by the firm of Hammer, 
Greene & Siler Associates. The study, which was completed 
in December 1969, concluded the following: 


5 The Soul City site was strategically located 
in a region with the potential for a dynamic 
economy and rapid growth. 
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: The projection of 9,000 industrial workers 
in Soul City would represent only a small 
fraction of the total market in the region 
of which it was a part and upon which it 
could draw for its economic base. 


: The=two most significant factors in Soul City's 
potential for economic development were its 
favorable location and its access to a large, 
trainable labor force. 


The study, however, pointed out an important caveat: 


5 The favorable market and labor factors reported 
by the study, while absolutely essential pre- 
conditions to Soul City's development, would 
not assure the successful development of the 
new town. If this potential was to be realized, 
Soul City would need appropriate construction 
of infrastructure and other measures, along 
with promotion of these advantages. 


McKissick submitted a proposal for Federal new community 
guarantee assistance under Title IV, Housing Act of 1968, 
in December 1970. The final application was submitted in 
Pebruary 1971. During the next 18 months, HUD and the 
Developer entered into extended negotiations, and undertook 
additional studies and clarification of issues. Much of 
the controversy and expressed doubt centered around the 
adequacy of projections for the industrial base and the 
provision of water and sewerage to the project. 


A conditional offer of commitment for a Federal debt 
guarantee of up to $14 million on The Soul City Company 
debentures was made by HUD in June 1972. The commitment 
was contingent upon the proof of an adequate job base in 
the new town and the provision of an adequate water supply. 
The Developer accepted the conditional commitment offer in 
October 1973. In March 1974, $5 million in Federally- 
guaranteed debentures were sold by The Soul City Company, 
with sale of subsequent issues contingent upon the Developer 
meeting a number of conditions, providing an adequate job 
base and water supply among them. 


A new Project Agreement for Soul City was signed in 
December 1976, and an additional $5 million loan guaranteed 
by NCDC was made by the Federal Financing Bank to provide 
additional funds for land acquisition and development in 
Soul. .city,.lecving a balance’ of $4 million yet unused of 
the original Federal commitment. The Soul City Company 
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acquired an additional 1,400 acres of land to provide 
access to rail transportatic naeroreconstructionwot 

an industrial park. Four hundred acres of this newly- 
acquired land was platted and restricted for industrial and 
commercial uses. 


In April 1977, Soul City's residential grand opening 
occurred. In October 1977, the regional water system was 
opened and in early 1978 a funding commitment was made for 
the regional sewage treatment plant. 


Since that time, development at Soul City has progressed 
far behind the rate projected by various consultant studies. 
Concern on the part of Secretary Patricia Roberts Harris 
regarding the viability of the Project caused her to establish 
a Task Force on February 5, 1979 and to set before it the 
Six charges described in the Introduction. 


1974 Development Plan 


The Development Plan for Soul City, approved by NCDC 
in February 1974, called for the development over a 30-year 
period of 5,287 acres to support a population of some 
46,000. 


This Development Plan was based on the following 
objectives: 


“ Establish the necessary conditions for development 
of all basic activities and facilities required of a 
Cltveores cOwn. 


5 Create an economically sound and attractive 
environment. 
: Provide a broad range of housing types, prices and 


amenities to prospective residents. 


: Preserve the natural qualities of the physical 
environment. 


: Create an environment where both formal and infor- 
mal education: become an integral part of each resident's 
tate. 


From these objectives evolved a plan which placed 


residential areas within walking distance of major areas, 
schools and o sne.c.ty facilit° ss. Residential villages were 
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planned to contain a village center, consisting of 
convenience shopping, community recreation, and social 
and cultural facilities. Together, these villages were 
to be served by a regional commercial center and jobs 
were to be provided by an extensive industrial base. 
The plan envisioned a new city which was to become the 
central feature of rural Warren County. 


In 1976, when $5 million in additional loan guarantees 
were awarded, a revised development program was adopted. 
The following table compares the 1974 and 1976 plans: 


1 
crt bev bs, tata 
Racer weet “Og bike 
“ephrtZ petty * 

aks < a frne2 a 
‘Zs ay ws PT; we & ae the 
achitt etme eee na ee Sok ace i 
7? cow AS iow ies “ue ¢ beet sabre te 

i656.) ec teH 


* ie. 2 
a 
« 
e 


eee f£eut 36. tutes £2 rade 


20 the ae be 
we ‘Das ; 


Table 1 


Comparison of the Development Plan (1974) and the 
Revised Development Program (1976) 


Lend Use 

Fesidential 

Single-family Detached 102 4,564 860 2,581 
Town House 367 3,942 B21 = 3,887 
Multi-famil 


Commercial 


Institutional including 
open space 2,358 1,091 


Excess Land 970 
Total 5,287 32 6 379099 


Population 46,000 22,000 


nr 


Jobs 8,200 7,000 
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Current Development Status 


Following are the development activities at Soul City, 
ASMOLEMALCiw elo 1 o's 


Residential 


: Single Family 


A total of 143 lots for single-family homes have 
been developed on some 40 acres in two subdivisions 
(Green Duke, 72 lots, and Pleasant Hills, 71 lots); 
46 lots have been sold to individuals or builders 
on which 33 homes have been completed or are under 
construction. 


“s MOLCish amily 


To date, 14 acres of multi-family land have been 
developed. Two projects are in the advanced 
planning stage: The first is 100 units of 
Section 8/221(d) (4) for which a conditional 
commitment has been issued by the HUD Greensboro 
Area Office. The second, 100 units designed 
primarily for the elderly, has received a con- 
ditional commitment from The Farmers Home 
Administration, U.S. Department of Agriculture. 


Industrial 


Sixty acres of industrial land have been developed 
with 9 acres sold. A 73,000 square foot building, 
SoulTech I, has been completed, which houses the offices 
of The Soul City Company; Madison-Madison International, 
a minority-owned planning and engineering firm; the 
Soul City Parks and Recreation Association; The Soul 
City Sanitary District; Gaston Industries and The Soul 
City Interfaith Committee in approximately 20,000 square 
feet. The remaining 50,000 square feet is currently 
unused as a result of the recent bankruptcy of Welmetco 
Ltd., formerly the single largest employer in Soul City. 


Commercial 


Commercial land totalling 6.5 acres has been 
deve.rvpec, c* which 7? scres have been sold. A 4,000 
square foot convenience center building has been 
constructed, which houses a gift son and @ nortion 
of HealthCo, the regional Health Mouunte..ance Urganiza- 
LOM. 
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Community Facilities 


The following community facilities have been 
completed or currently are under construction in Soul 
Czty: 


: A neighborhood recreational complex which includes 
an outdoor swimming pool, a bathhouse/locker room, 
tennis and basketball courts and a children's play 
area. 


: A 6,000 square foot community health center owned 
and operated by HealthCo, the regional Health Mainte- 
nance Organization (HMO). 


: An 8,500 square foot community center is about to 
be constructed. The center will provide community 
meeting space and a day care center. 


: A fire station and a fire protection pumping 
station and lake with 1,200 feet of raw water dis- 


tribution lines for fire protection in the industrial 
area. 


: Restoration has begun on the 200-year old Green 
Duke House which is in the center of the project's 

first subdivision and is listed in the National Register 
of Historic Places. 


On-site Infrastructure 


The following on-site infrastructure has been 
developed (totals are approximate): 


E 5 miles of roads 
: 2.5 miles of sewer lines 


: 3.5 miles of water distribution lines 


Major Off-site Infrastructure 
Two Significant projects have been constructed 


in the region immediately surrounding Soul City. They 
are: 
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: The Kerr Lake Regional Water System which provides 
10 million gallons a day (mgd) of treated water to the 
three-county area surrounding the new town site, with 
the capacity to expand to 30 mgd. Prior to the opening 
of this system in 1977, the region experienced chronic 
water shortages. 


: Development of a regional sewage treatment 

plant. This plant, which is in final design stage, 

will provide 2 mgd of sewage treatment capacity and is 
expected to be in operation by the summer of 1981. 

This new plant will supplement the limited treatment 
capacity of 350,000 gallons per day (gpd) which currently 
exists in the Warrenton Sewage Treatment Plant. Soul 
City currently is limited to 20,000 gpd of available 
capacity, an amount which can serve about 65 dwelling 
units. 


Following is a table comparing actual land sales 


through 1978 with projections contained in the 1976 
development program. 
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Table 2 


Comparison of Projected and Actual 
Land Sales (Ac.) (1976-1978) 


Percent 
1976 1977 1978 Total Accomplished 


Residential 

Projected (1) rie ISP) yal 54 

Actual ial 7 1 19 35% 
Commercial 

Projected (1) Oa 6 0 6 

Actual 0 1 2 3 503 
Industrial 

Projected (1) ey, 3h) Ls/, s/s) 

Actual 0 9 0 9 16% 
Institutional 

Projected (1) at 2 0 3 

Actual 0 2 0 2 67% 
Total 

Projected (1) 29 49 38 116 

Actual Led 19 5 S35 28% 


Difference (18) (30) F553) (83) 69% 


(1) Developer's 1976 Cash Flow 
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THE SOUL CITY COMPANY'S FINANCIAL CRISIS 


The Soul City Company entered 1979 with $1,084,000. 
The approved budget for 1979 assumes levels of expenditure 
and receipts such that the Developer's cash balance at the 
end of 1979 is projected to be $229,000. As a consequence, 
it is anticipated that the Developer will completely exhaust 
all available cash early in 1980, even if operating 
expenditures are reduced and a limited amount of cash is 
received. 


Table 5 summarizes the approved 1979 budget. 


TABLE 5 


SUMMARY OF APPROVED BUDGET FOR 1979 
(000's omitted) 


Sources of Cash 


Beci nani nGeCashi tere «ile Seto wetets oteKs $1,084 

oars ALeSe ee oie 1s oso lets tole tots tere ots $ 2512 

Scner vourcessk. 62 Kioto whois tals otsie tate 347 
Subtotaleesofit “Asriack wists ies Gls Sis, 065 
ear AUT) Sites Oc ke ea Gels ole ts ofetels close fe ‘els ofete « ° By, 054 
Totadll.ius. ctr eden et fete te Lets Son, ue 


Uses of Cash 


Land Acquisition & Development.. 51,898 
Selling, General & Administration 819 
Debenture Interest**....... TSn 50 -0- 
Others EXpPensSes ic. 2 c'Sieye oj eieis sAo8s 252 
BoansetorAtiiliates... 7 . aicelete le ¥e eo 
Gommuna tyera cil) ts OS sieteisleretels AGL: 1,944 

TC ed We vetevs! siskevelioke sete clcheke lots ve $4,988 


IN @ tC iGaS Nae OWicteictete o torote teers ters 


* Amount of receipts from thnése souscc, 15 © 72'7*red 
to be optimistic. 

SoBe To be paid by HUD. If paid by The Soul City Company, 
its funds will be exhausted faster. 
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The Soul City Company asked for an additional $4 million 
in guarantee assistance in 1978. In order to make the 
guarantee, the Secretary is required to determine that the 
new community development program represents an acceptable 
financial risk to the United States. A method which has 
been used to aid in determining acceptable financial risk 
for Title VII loan guarantee assistance has been to determine 
whether the developer has adequate financial resources to 
meet all financial obligations as they become due throughout 
the entire development period. 


Title VII developers are required to submit cash flow 
projections covering the entire development period of the 
project. The cash flow projection submitted by The Soul 
City Company and reviewed by NCDC in connection with the 
sale of guaranteed debentures in 1974 contained no grant 
assistance. But in 1976 as part of The Soul City Company's 
request for an additional $5 million in guarantee assistance, 
The Soul City Company cash flow projection included $29 
million in grants (Title I or others) in order to meet 
expenses over the remainder of the development period (1977 
through 2003). 


When it appeared that the land sales targets set forth 
in the 1976 cash flow projection were not being met, the 
NCDC Board late in 1977 requested another examination of the 
potential of the project. Data obtained from a market 
analysis prepared in connection with a land appraisal for 
Soul City was used as the basis of this new analysis (called 
the 1978 NCDC staff analysis or "Richardson Revised"). The 
NCDC staff analysis contained assumptions to reflect possible 
concessions which might have to be made to cope with difficulties 
in marketing industrial land. 


One of these assumptions was that there would have to 
be a substantial markdown in industrial land prices to 
induce sales. The pace of industrial land sales and the 
jobs they ultimately created were the driving force for all 
land sales activities. The number of imdustrial jobs determined 
the amount of residential and commercial land sales projected. 


The results of the NCDC staff analysis were substantially 
less promising than those of the 1976 Developer cash flow 
projection. The NCDC study indicated that from 1978 through 
the remainder of the development period, the Developer would 
need about $50 million in Federal or cther gravt+ assistance 
to cover the costs of land development and community 
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facilities construction. Aetotal- of $46° million in 
Federal. grant assistance was seen as the maximum possible 
amount which could be provided the Developer under current 
regulations and policies. Even if this $46 million in 
grant assistance could be provided over the remaining 26- 
year development period, Developer cash deficits were 
projected to occur as early as 1980. 


22 


aig ae 
et Se ier 
_ a oti ie ae pga, 
“obi: 440! hab A: 


> 


nm G! 


ALTERNATIVE APPROACHES 


Faced wich the economic and market realities con- 
fronting Soul City, the Task Force formulated and 
analyzed a series of six alternative approaches which 
HUD could pursue in addressing this most difficult 
Situation. A description of each of the six alternatives 
formulated by the Task Force, including an estimate of 


the cost to HUD incident to each, is presented on the 
following pages. 
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Task Force 
Alternative Approach I 


Provide developer with an additional $4 million in 
TIL LesVLE guarantee assistance. 


ASSUMPTIONS: 


: That the NCDC Board of Directors (acting in behalf 
of the HUD Secretary) determines that the proposed Soul 
City development represents an acceptable financial risk 
to the United States, taking into consideration the 
following: 


thes The financial and security interests of 
the United States; 


2G The public purposes of the program and 
the special problems involved in financing 
new communities. 


That no new determination of economic feasibility 
(as defined in Section 712(a) (2) of the 1970 HUD Act) 
is required by the NCDC Board of Directors, for the 
new community, since such a determination was made 

for the original $14 million commitment for Federal 
loan guarantee assistance. 


: That the guarantee fee and the annual fees for 
the additional assistance will be waived. 


- That the interest on the additional $4 million 
guaranteed loan will be deferred for 10 years. 


: ANMEFS KSl ois) TGhIKebey Shel “ebiheg hy 2h tepct-behe assistance is 
assumed for 1979, which will provide: 


Mees Two basic industrial buildings 

Ps 3 Scheduled infrastructure 
: That Federal assistance (HUD Section 8 and FmHA) 
for the two low- and moderate-income housing projects 


is approved, that land sales occur in 1980 and that 
construction begins in 1980. 
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PROS 


= Provides a relatively uncomplicated solution. 

: Additional guarantee assistance is under HUD 
Control. 

: Provides immediate relief to the developer, 


the Soul City Company. 


: Provides opportunity to market land with 
utilities in place. 


CONS 

: Provides no long-term solution. Developer will 
run out of cash in 1983. Developer continues 
to be insolvent, with NCDC borrowing money to 
pay bills. 

. Substantially increases HUD risk and exposure 
for debt repayment. 

: Increases the debt burden on the Developer. 

° Unreasonable to make a finding of acceptable 
financial risk. 

: Increases NCDC borrowings from Treasury. 


COST TO FEDERAL GOVERNMENT* 


$14 million Accelerated Debentures 
ot million Back Interest 
9 million Additional Grants 
GOmonmr lL 2on Foreclosure, Interim Management 


and Disposal Costs 


Senate On Total cost through 1988 


* Does not include $30 million in grant assistance provided 
rior to 1980 nor cost of Treasury borrowings. 
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Task Force 
Alternative Approach II 


Negotiate a restructured relationship between NCDC 

and scdev elopermmethatewouldmt ranster sthes Vand? tor NCDC 

andSperm2 tethensou Mert yeCompany stomcontinwe) asiithe 
developing entity under a contract with NCDC. 


ASSUMPTIONS 


‘ NCDC would acquire all property through a deed 
or friendly foreclosure. 


: Bonds would be accelerated and paid off and the 
Gebt of Soul City would be extinguished. 


- NCDC would view Soul City as an experimental 
effort to build a free-standing new community in a 
poor rural area. 


: NCDC Board would determine its plans to continue 
Soul City development as a full-scale community. 


rs Project would remain eligible for Title VII 
assistance. 


. NCDC would enter into a two-year contract with 

The Soul City Company under which the company would 

be paid up to one million dollars per year for two 
years and would be required to meet certain development 
and sales goals. 


4 The management organization, however, would not 
be eligible directly for Title I grant assistance. 
Such assistance would be provided by grants to local 
public bodies and the community association. 


: Contract would be renewable under one year options 
provided the development and sales goals were achieved. 
If the goals were not met, contract would be terminated 
and The Soul City Company's involvement would be ended. 


: Contract would specify that The Soul City Company 
must take certain steps, such as bringing in staff with 


expertise in industrial development or hiring qualified 
consultants. 
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: Under the contract, The Soul City Company could 
either: 


Le purchase land from NCDC at a specified price 
under favorable terms, such as five or ten 
percent down with the balance upon sale, 
with an understanding that the company 
would become self-sufficient and no longer 
be paid one million dollars a year after 
the first two years, or 


ie Simply act as an agent for NCDC in developing 
the land. 
5 NEDC 7 would grant Jitte Lefunds for two basic 


industrial buildings prior to the termination of the 
Soul City Company as a Title VII developer and would 
assure completion following the restructuring. 


; To protect the security interest of the United 
States, land development expenses and local property 
taxes will be paid from the Revolving Fund, which 
will be replenished by additional borrowings from 
the Treasury. 


Local governmental entities would continue to 
be eligible for Title I funding, and the Soul City 
Sanitary District and the Parks and Recreation Association 
would receive financial assistance from the Revolving Fund. 


PROS 

: Permits continuation of Soul City development as 
as new community. 

Provides a means for the continued direct 
participation of The Soul SARS Company in 
the project. od 

: Provides a means of terminating project if HUD 


criteria are not met. 
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CONS 


: This option can be used for a limited number of 
years, as no eligible Title VII developer would 
exist. 

5 Will further erode project credibility with no 


Federal long-term commitment. 


Probable adverse 


effect on project marketability, with possible 
industrial clients most seriously affected. 


. Increase NCDC borrowings from the Federal Treasury. 


COSTS TO FEDERAL GOVERNMENT 


$10 million 
2 million 
46 Mid 1On 


eee. os On 


$60.7 million 
-18.2 million 


$42.5 million 


Accelerated Debentures 
Accrued Interest 
Grant Assistance 


Subtotal 
Potential Proceeds from 
Land Sales 


TOtatpatethiesendsOr 30= 
year Development Period 
(2004) 


* Does not include $30 million in grant assitance provided 
prior to 1980 nor cost of Treasury borrowings. 


, satinias bast bak pit 
ene “agoiesveb L°¥ ‘sist, Sieeeene) © 
qois 7 


. ‘ 
=z - ee £7 7 = * 
4 a ‘ ~s » me 2 
’ e (ape i @4 ly * 
4 t 32 a8 carn(SSeTOorsG 
+ ie” a 
wet 1 a) 22nSt.D 
= 
" | ° ae & 
: eect 


Fe 


~< 


Task Force 
Alternative Approach III 


Foreclosure with HUD management of Soul Cuty. and an 
asset manager selected other than The Soul City. 


Company. 
ASSUMPTIONS 


5 All the assumptions in Alternative Approach II 
would be made for this approach, with the following 
exceptions: 


; The foreclosure would be contested in the courts. 
4 As a consequence, there would be a one- to three- 


year delay in Soul City's development. 


abgndonment of the project as a new community and sale 


sf The foreclosure and delay probably would end in 
fe) 


the land to the highest bidder. 


PROS 

: Provides immediate financial assistance for the 
project. 

: Leads to partial recovery of HUD investment. 

CONS har 

- This approach probably would ultimately end in 
abandonment of the project as a new community, 
with long delays when little or no development 
would take place, although costs would continue. 

; Additional costs to HUD because of litigation on 


possible injunctions halting further work in the 
project until the issue of foreclosure is resolved 
by the courts. : 
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COSTS TO FEDERAL GOVERNMENT* 


So million Accelerated Debentures 
Pe MilwLon Accrued Interest 
Jee eh qibb ML aWeyyl Interim Management, 


Foreclosure, Litigation 
and Disposition Costs 


Ceol LLon Receipt from Sale of 
Property 
ieee Pin LON TOCaamecOScCeCOUrOUGN ello. 


* Does not include $30 million in grant assistance provided 
prior to 1980 nor cost of Treasury borrowings. 
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Task Force 
Alternative Approach IV 


Foreclosure with development DYBaapubLac development 
corporation. 

ASSUMPTIONS 

: Financial default occurs, and the Board of Directors, 
NCDC, determines to foreclose. 

5 Bonds would be accelerated and paid off. 

A The Board of Directors, NCDC, determines that 


the project will be continued as a Title VII new community. 


. A public development corporation (State or local) 
is certified as the Title VII developer of the project. 


4 The foreclosure is friendly, and meets with the 
acceptance of the Developer, who agrees not to contest 
the foreclosure in the courts. 


: The public development corporation will assume all 
costs of managing the project. 


° Title I grants will be supplied in the total amount 
of $46 million over the remaining development period of 
the project. 


: An amicable arrangement will be made between the 
public development corporation and the Developer, for 
its cooperation and/or participation. 


: The public development corporation, State and local 
units of government and NCDC agree on a development plan. 


: Interim financing of project operations would take 
place from the Revolving Fund until transferred to the 
public development corporaticn. 


: Possibly a two- or three-year delay while new 
legislation is passed by North Carolina State Legislature, 
which would permit public development ip eh A Aa to take 
over role of Developer. 
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PROS 


2 Provides possible means of assuring a long-range 
development if industrial and other sales occur. 


A Provides greater public sector invovement and 
commitment to the project. 


é Provides a workable mechanism for continuing 
(and possibly increasing) Federal/State/local 
grant assistance to the development. 


. Preserves the new community as a permanent, on-going 
focal point for development of the region. 


. May provide an opportunity for continued participation 
in the development of Soul City by the Developer. 


Minimizes the negative image of foreclosures and 
failure by immediate transfer to a State agent-- 
the public development corporation. 


CONS 

5 Lack of an existing public development corporation 
in State which would serve as the Soul City 
Developer. 

- Possible negative image of foreclosure, although 
temporary, might adversely affect the short-term 
market. 

4 Substantial increase in borrowings from the Treasury. 


COSTS TO FEDERAL GOVERNMENT* 


SEOUnmMiuLLLon Accelerated Debentures 
2 million Accrued Interest 
_46 million Grants 


$58 million 


* Does not include $30 million in geant zssi*2nce nrovided 
prior to 1980 nor cost of Treasury borrowings. 
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Task Force 
Alternative Approach V 


ReseoucCeoUrLiGgsOre new rinanclalyDLanmrOresoun City, 
Wien epoer current roevel oper continuingsthescevelopment: 


ASSUMPTIONS 


: NCDC will acquire all Soul City property through 
a deed in lieu or friendly foreclosure. 


: SLOUSIL LL One Time Clem Ville DOnGS#plusws2 mittionein 
accrued interest will be accelerated and vaid off in 
January 1980. 


5 Debt of the Developer will be restructured. Terms 
of the restructured debt will be: 


As The interest rate on the principal amount 
of $12 million:will be one percent. 


one Term of the loan will be 26 years. 


cee The $12 million payment of principal will 
be due in year 2004. 


NCDC guarantee and annual fees will be waived for 
the Pvlesore tne project. 


: To provide working capital, a cumulative cash of 
advance of $3.7 million will be made. 


5 Local government entities will continue to be 
eligible for Title I grant assistance. 


The Soul City Company will remain an eligible 
Title VII developer. 


: Title I grants will be supplied in the total amount 
of $46 million over the life of the project, with grants 
in support of the new community development received by 
both local government units and The Soul City Company. 
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PROS 


; Relieves the Developer of a substantial interest 
payment burden. 


. Allows development of Soul City as a full-scale 
new community. 
. Maintains Developer's participation in the project. 
: Presents possible opportunity to recover $12 million 
in debt. 
CON 


: Increases NCDC borrowings from Treasury. 


COSTS TO FEDERAL GOVERNMENT* 


a0 million Accelerated Debentures 
2 million Accrued Interest 
Sig Of Fup kepel Working Capital Advance 
46 million Grant Assistance 
Sener mid lion 
-12.0 million Possible Repayment of 
HUD Note 
Sgak qublabikseye| Possible Repayment of 


Working Capital Advance 
626) mitlizon TOtalecostecnrougnmc, 


year+ development 
period (2004) 


* Does not include $30 million in grant assistance provided 
prior to 1980 nor cost of Treasury borrowings. 
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Task Force 
Alternative Approach VI 


Declare the project a "New Community Demonstration 


Provect”™ with an on-going Federal commitment to assist 
in its develooment. (Sections 23 eit lenviie Housing 


and Urban Development Act of 1970) 
ASSUMPTIONS 


A Financial default occurs, and the Board of 
Directors, NCDC, so determines. 


: Foreclosure occurs, ordered by the NCDC Board. 

: Title VII debt is accelerated and paid off through 
Revolving Fund borrowings from the Treasury. 

: Remaining land in Soul City becomes Federal property. 
5 The President specifically authorizes the Soul City 


project as a New Community Demonstration Project. 


4 The Congress authorizes and appropriates funds 
specifically for the development of Soul City (possible 
fund authorization and appropriation for the development 
of the project). 


. NCDC serves as the Developer, either directly 


through staff or indirectly by contract with a management 
£irm. 


: Close cooperation would occur between Federal 
agencies in support of Soul City as a demonstration 
project, and grant assistance would be available from 
a number of Federal agencies to support the demonstra- 
20n . = 


: Agreement by the Soul City Developer not to contest. 
PROS 
. Provides a long-term, financially stable Developer 


and ensures the completion of Soul City as a new 
community. 
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4 Provides a highly visible Federal commitment to 


the provyect, 


thereby enhancing marketability, 


and particularly industrial marketability and 


the creation of jobs. 


: May be the means by which continued participation 
by Developer in the project could be brought about. 


: Provides a vehicle for direct involvement by other 
Federal agencies in the Soul City project, possibly 
at a greater level than has been the case in the 


past. 


CON 


Need for a Presidential determination and Congressional 
authorization and appropriations specifically for ae 


SOUlIMCICYmDLO eC. 


COSTS TO THE FEDERAL GOVERNMENT* 


Sl0.million 
Zeid i1oOn 
yOemiT lt ion 


Accelerated Debentures 

Accrued Interest 

Acquisition, Development, 
Management and Local 
Taxes 


$82 million - Less proceeds from sale of project land 


* Does not include $30 million in grant assistance provided 
prior to 1980 nor cost of Treasury borrowings. 
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As Task Force deliberations progressed, the 
Majority of members indicated a growing belief that 
Alternative Approach if appeared to offer the best 
SO.LULTONmCOMSOULECItTY.S problems.) = Ate chistpoint, 

AVCO Community Developers, Inc., a well-known new 
community development firm which had been hired by 
NCDC to develop financial restructuring plans for 
Other Title VII new communities, was asked to evaluate 
the Soul City project and the approach favored by the 
Task Force to solve the project's financial crisis. 


The results of the AVCO evaluation concluded that 
the Soul City project is not viable under any reasonable 
circumstances. The AVCO report stated that no market 
for residential housing exists in Soul City without 
commercial and industrial development. Commercial 
development can only follow industrial growth and there 
is little potential for industrial growth at Soul City. 


Reasons given by AVCO are: 


5 Lack of adequate employment base. Total 
population is low and the number of 
unemployed is low. 


- Lack of available work force severely 
limits industrial marketing efforts. 


5 Competing industrial areas nearby are 
superior in location, transportation and 
utilities. 


: Lack of shopping, restaurants, and other 
amenities. 
: High costs for industrial space, with 


little opportunity to reduce such costs. 


The AVCO report stated that the maximum amount of 
revenues which could be generated by sale of industrial, 
commercial and residential land over the next five 
years is $95,000 a year. 


On the other side of the ledger, proposed selling, 


general and administrative expenses for 1979 are $848,000. 
This does not include fixed obligations. 
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AVCO then proposed an annual minimum budget which 
included the following: 


Salaries is clon) Ke l8) 
Minimum Operating Expenses BS7eu0s 
Marketing SO eLoo 
Fixed Obligations O62 5 2 
Total $437,550 


Even with this "bare bones" budget, the Soul City 
developer would experience a negative cash flow of 
$340,000 yearly. 


Furthermore, it is AVCO's conclusion that 
substantial additional infusions of cash by HUD into 
Soul City is not likely to better the situation. 


As a result of these findings, AVCO formulated 
and analyzed three options which HUD could follow in 
terminating involvement with the Soul City project. 

A description of each of the three AVCO options, 
including an estimate of the cost to HUD, is presented 
on the following pages. 
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AVCO Option I 
HUD Foreclosure and Liquidation 


ASSUMPTIONS 


“ Financial default occurs, and the Board of Directors, 
NCDC, determines to foreclose. 


4 Bonds would be accelerated and paid off. 


. The Board of Directors, NCDC, determines that 


the project will no longer continue as a Title VII new 
community. 


“ The foreclosure will be contested in court, with 
ultimate decision in favor of HUD. 


: Foreclosure action will be handled by HUD and 

Justice Department attorneys. 

° The foreclosure and liquidation process will take 

up to four years. 

PROS 

: Provides least costly means of terminating HUD 
involvement in the project. 

; Avoids cumbersome continued Federal involvement 
with public or non-profit developer, or other 
developer. 

: Recognizes little likelihood new community can 
be built at Soul City. 

CONS : 

: Could result in protracted litigation and 


disposition program. 
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COST TO FEDERAL GOVERNMENT* 


SiG million Accelerated Debentures 
2 million Accrued Interest 
-4 million Foreclosure, Litigation, 


Interim Management and 
Liquidation Cost 
= alt) Sublilaleeye) Receipt from Sale of 
Property 


Set OmmMi LLOn 


* Does not include $30 million in grant assistance provided 
prior to 1980 nor cost of Treasury borrowings. 
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AVCO Option II 


No further action - "walk away" 


ASSUMPTIONS 

“ HUD would discontinue its involvement with the 
progect.. 

3 No further HUD grants would be made available to 


the project. 


: Developer would retain ownership of all properties. 


4 Debentures would be accelerated and paid off. 

However, Indenture would remain in effect. 

PROS 

: HUD would not be required to take any overt legal 
actions against the Developer, i.e., foreclosure. 
HUD would merely defend limited litigation, if 
Te,occurs. 

: Absent foreclosure, HUD would require only 
limited use of North Carolina counsel and any 
litigation could be handled by the Federal 
Government, presumably by the Justice Department. 

: All HUD options to fund non-obligatory costs such 
as Parks and Recreation Association subsidies, 
purchase of water, etc. would be preserved. 

: Fixed liquidation costs would be eliminated. 

A HUD would not have to go through the protracted, 
involved liquidation process. 

5 The ultimate resolution of the Developer's status 
would be left to the bankruptcy court in North 
Carolina. 

: The option of foreclosure and liquidation at some 


future point would still be available. 
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CONS 


: Possible public perception of "giving away" 
multi-million dollar asset. 

: Possible public perception of HUD reneging on 
commitment. 


COST TO FEDERAL GOVERNMENT* 


$10 Mie Lon 
2 million 


eon 


Sele ml On 


Accelerated Debentures 
Accrued Interest 
Legal Costs 


* Does not include $30 million in grant assistance provided 
prior to 1980 nor cost of Treasury borrowings. 
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AVGOnOpti one ler 


Three-Year Limited Funding 


ASSUMPTIONS 
: HUD funding of one $850,000 industrial building. 
: HUD funding of operating deficit for three years 


at $340,000 per year. 


: Decreased land values when HUD's limited commitment 
became public knowledge. 


; Second industrial building financed privately-- 
NOGEDYAHUD: 


: Fach industrial building employs 35 people and 
25 percent purchase homes in Soul City. 


: Six lot sales a year to persons not employed in 
SOULwC LUV. 


. Residential lot sales average $3,500 per lot. 
PRO 
4 Allows project to be marketed after all utilities 


are in place. 


CONS 

; Inevitable disclosure of short-term commitment 
DYVEHUD. 

: HighecostetoO HUD. 

: Probable failure after three years resulting in 
again being faced with foreclosure or "walk away" 
Option. 
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COSTS TO FEDERAL GOVERNMENT* 


S20 Maeeeor Accelerated Debentures 
Z Moe Or Accrued Interest 
Net Operating and 
Liquidation 
Pearl On Deficit 
Se Shey Tf Tel hake ie} eh Total 


* Does not include $30 million in grant assistance provided 
prior to 1980 nor cost of Treasury borrowings. 
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RECOMMENDATIONS 


The members of the Soul City Task Force, ata 
meeting on June 22, 1979, voted to recommend to the 
Secretary for her consideration the following: 


1. The Task Force accepts in principle the report 
by AVCO Community Developers, Inc., including the finding 
trace ooul City is not) viable. 


2. At a meeting on April 27, 1979, the Task Force 
reached an informal consensus opposing foreclosure as a 
workout solution. In light of the AVCO report, it seems 
that foreclosure must be considered, but only as an 
Soueon Of last resort. 


3. The Task Force recommends that HUD move to 
acquire the property of the Soul City project with a 
deed in lieu of foreclosure as the preferred means. 


The Task Force also approved the following 
resolution: 


It is resolved that the recommendations 
of the Task Force not be construed as an 
adverse reflection on the capability of 
the Soul City Developer. 
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